An overview of capital structures and profitability among selected private higher educational institution clusters in Malaysia by Ong, Seng Fook et al.
An Overview of Capital Structures and Profitability among Selected Private Higher 
Educational Institution Clusters in Malaysia 
 
 
Ong Seng Fook 
Universiti Tunku Abdul Rahman 
ongsf@mail.utar.edu.my 
 
Pok Wei Fong 
Universiti Tunku Abdul Rahman 
pokwf@mail.utar.edu.my 
 
Associate Professor Dr Mohd Ridzuan Nordin 






Malaysian higher educational landscape experienced drastic changes as a result of liberalisation 
measures undertaken by the government. PHEI are very much dependent on student fees for 
survival. Not surprising then in order to ensure continued business success, they are driven by 
financial motives. Capital structure is reflective of the corporate financing approach used by 
organisations. Decisions regarding capital structures are focused on the distribution between debt 
and equity in financing PHEI. It has always been the aim of PHEI to achieve optimal combination 
of capital. If this is achieved, then the cost of capital is reduced which in turn improves the PHEI 
net economic return and ultimately pushes the PHEI competitiveness upward. A study was 
conducted to examine the relationship between capital structure and profitability of different 
Private Higher Educational Institution (PHEI) clusters in Malaysia. A sample of 41 PHEI was 
selected in this study. Financial statements between 1999 through 2003 (depending on the 
availability of data) were obtained from Companies Commission Malaysia. The first section of 
this paper describes the relevant studies of PHEI and the concept of capital structure. Different 
clusters of PHEI are also explained. The second part highlights the impact of capital structure on 
the profitability of PHEI and clusters of PHEI. This part also examines the possible variables that 
may affect the management of capital structure of PHEI. 
 





Higher education around the world is experiencing unprecedented challenges and is pressured to 
adapt itself to be relevant. In line with this, the Malaysian government is also taking initiatives to 
revamp its higher educational policies. This country aims to reach a higher education 
participation target of 40% among students in the 17-23 year old cohort by 2010. At present, the 
participation rate is only 29%. Public higher educational institutions are being pressured to offer 
more programmes to cater for the increasing demand for higher education. The initiatives include 
the expansion of existing public universities, the setting up of new institutions and the upgrading 
of existing public institutions to university status.  
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But inspite of these measures, public higher education institutions still cannot support the 
growing demand for higher education. As a result the private higher education sector is being 
looked upon as another viable alternative.  
 
Since 1995, the Ministry of Education (MOE) Malaysia set the stage for a major revolutionary 
change in our education system. It introduced six pieces of legislation that pave way for structural 
changes. Selected private higher educational institutions (PHEI) were granted permission to offer 
foreign degree programmes locally instead of going abroad. These programmes are known as 
3+0. In addition, several local big corporations were invited to set up private universities and 
selected reputable foreign universities were invited to set up branch campuses in Malaysia.  
 
In 2002, the Ministry of Education Malaysia invited several PHEI with good reputation to apply 
for university status and the following year in 2003 three PHEI were upgraded to university 
college status. At present there are about 10 newly upgraded university colleges. As at 30 
September 2003, there were 539 PHEI catering for 294,600 students and with a combined number 
of lecturers at 14,346 (MOE, 2003). 
 
Evolving and shifting major roles of PHEI are: as the providers of pre-university programmes in 
the 1970s; the providers of twinning, external degrees and professional programmes in 1980s; the 
providers of 3+0 programmes and local degrees in the late 1990s and change agents for 
“democratisation” and internationalisation (exporter) of Malaysian higher education in 2000s. In 
a nutshell, we can argue that over the years, private higher education sector has become an export 
earner rather than focusing on import substitution drive during the early years. Recognising the 
increasing importance higher education in nation building, especially the private education sector, 
the government established the Ministry of Higher Education, the National Quality Assurance 
Agency, better known as LAN and the establishment of Malaysian Quality Framework. Everyone 
is also anxious about the upcoming Malaysian Education Blueprint. Box 1 highlights strategic 
roles of PHEI. 
 
Box 1. The Strategic Roles of PHEI 
1. Providing Diversity – PHEI offer many value adding programmes not offered by public 
higher educational institutions i.e. graphic design, language. 
2. Taking a lead in promoting lifelong learning among working adults – PHEI are flexible 
and actively providing part time programmes to thousands of working adults in this 
country, thus contributing greatly to the creation of knowledge workers. 
3. PHEI are the catalyst for internationalisation of higher education in Malaysia – This is 
characterised by influx of both foreign lecturers and students into this country, the setting 
up of foreign branch campuses in Malaysia and the extent of collaboration with foreign 
universities in the provision of twinning and 3+0 programmes. 
 
 
At present, there are different types (clusters) of PHEI ranging from small colleges offering their 
own certificate level programmes to those of private universities. Classifying PHEI according to 
unique characteristics can be a daunting task but it can be a good starting point towards 
understanding of the clusters of PHEI. In a highly fragmented higher education market, each 
cluster comprises PHEI having similar strategies, running similar programmes and targeting the 







The rapid development of private higher education sector is not without problems. As highlighted 
by Alexander (2000), higher educational institutions are obliged to examine themselves or be 
examined by others. Higher education is a contested field and involves numerous stakeholders. 
Pressures from these stakeholders have compelled PHEI to be more efficient and at the same time 
relevant. In Malaysia, the objectives of public higher educational institutions are governed by the 
Ministry of Higher Learning and Ministry of Education. These objectives are clearly defined and 
educational reforms are normally directed at improving finance-driven objectives (giving student 
greater educational opportunities), equity-driven objectives (greater educational opportunities to 
the disadvantaged populations) or competitive-driven (human factor as critical to success in 
competitiveness and prosperity) (Lam, 2001). However, due to depleting funding faced by many 
countries, performance measurement theories borrowed heavily from the business literature have 
been increasingly used to measure institutional efficiency and effectiveness. 
 
Although reports on the economics of public higher education sector are widely available and 
transparent, it is an irony that despite the importance of private higher education, data regarding 
PHEI remains elusive and comparisons cannot be made easily. 
 
Pioneering studies on financial aspects of PHEI were conducted by Nordin, Lim and Lim (2002a, 
2002b) and Ong and Nordin (2003). Nordin, Lim and Lim (2002a) attempted to investigate the 
significance of linkages with foreign universities in the advertisements of PHEI. They found that 
PHEI offering 3+0 programmes featured foreign linkages prominently in the advertisements and 
thus were able to perform best as compared to other colleges and private universities. Universities 
seemed to be spending less on advertisement and yet recorded the highest revenue.  
 
In another related study by Nordin, Lim and Lim (2002b) on 29 PHEI, they found that the 
offering of academic programmes was a strong determinant of financial performance. Private 
universities recorded the highest revenue followed by PHEI offering 3+0 programmes. However, 
in terms of profitability, PHEI offering 3+0 did better than private universities that as a group 
losing money. 
 
Studies conducted by Ong and Nordin (2003) provided first hand information on the cost 
structures of PHEI. They found that HR cost made up the largest cost component of PHEI 
followed by rental and depreciation. The percentage of HR cost over Revenue was also observed 
to be higher for private universities than that of private colleges. They argued that the 
understanding of cost structures of PHEI is crucial because the private higher education sector is 
highly dependent on student fees for long term success and even survival. Thus, economic 
efficiency based on business model makes sense. 
 
The central focus of this paper is to augment the studies undertaken so far to explain the financial 
aspects of PHEI. It aims to investigate how PHEI finance their institutions by analysing their 
capital structures. The main hypothesis is that there is a relationship between capital structure and 
profitability of different PHEI clusters in Malaysia. Capital structure is reflective of the corporate 
financing approach used by organisations. Decisions regarding capital structures are focused on 
the distribution between debt and equity in financing PHEI. It has always been the aim of PHEI to 
achieve optimal combination of capital. If this is achieved, then the cost of capital is reduced 
which in turn improves the PHEI net economic return and ultimately pushes the PHEI 
competitiveness upward.  
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It is better for us to understand gearing before exploring the concept of capital structure. The term 
gearing refers to the use of debt in a firm’s capital structure. Gearing is perceived as a way of 
increasing the expected rate of return on shareholders’ capital while keeping the expected 
profitability, or earning power of the business unchanged (Capstaff and Davies, 1995). They 
cautioned that gearing is a two-edged sword. It increases the shareholders’ expected rate of return 
but also increases the risks of their investment. As put by them: 
“…If the rate of return on assets turns out to be below the rate of interest, shareholders 
will lose from gearing. Interest payments will have to be made even if the company 
records a loss and it is the shareholders as the residual risk takers that have to carry this 
loss…” 
 
There are three important schools of thought on the relationship between profitability and capital 
structure. First, Pecking-order theory suggests that there is a hierarchy in the financing funds of a 
company (Myers, 1984; Myers and Majluf, 1984). Highly profitable companies that have lower 
needs for external financing will tend to finance investments with retained earning rather than 
using debt, and finally followed by issuing public equity. The second theory is known as trade-off 
theory. The central idea is that a more profitable company should have more debt to finance their 
assets to gain benefits from tax shield. Third, the free-cash-flow theory suggests that agency 
problem does occur in companies.  Very often, there is a conflict of interests between various 
financial stakeholders of the firm (usually. between shareholders and creditors or shareholders 
and managers). This theory implies that the more profitable companies should use more debt in 
order to discipline the manager, and to prevent them to misuse the free-cash-flow for inefficient 




A sample size of 41 PHEI was chosen for this study. They comprised 6 private universities, 5 
university colleges, 10 PHEI offering 3+0 programmes and other PHEI. They were conveniently 
chosen to represent the four different major clusters of PHEI. This study examined financial 
statements for financial year ending 1999, 2000, 2001, 2002 and 2003, subject to the availability 
of the reports acquired from Companies Commission of Malaysia. As this study attempts to 
identify capital structures of PHEI, efforts were made to extract as much information about 
different capital structures. These capital structure components were then tabulated and analysed. 
Subsequently, we looked for significant findings related to capital structure by analysing a total of 
122 cases from 41 PHEI. 
 
The following model was used to examine the variations for profitability. The hypothesis and 
model are as follows:  
 
H0 : βi = 0  
H1 : βi≠ 0 
 
ROA = β1 + β2WCOA + β3CAOA + β4CLOA + β5FAOA + β6LTLOA + β7TLOA    
            + β8TEOA + ε i                                                                                                          ___(Equation 1) 
 
Where: 
ROA-Net profit / total assets 
WCOA-Working capital / total assets. Working capital = current assets – current liabilities 
CAOA-Current assets / total assets 
CLOA-Current liabilities / total assets 
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FAOA-Fixed assets / total assets 
LTLOA-Long term liabilities / total assets 
TLOA-Total liabilities/ total assets  
TEOA-Total equity / total assets 
 
We used Ordinary Least Square (OLS) method to estimate the parameter of Equation. 1.  
Dependent and independent variables are ratios on assets because is not feasible to 
compare these institutions in one equation since they have different scale in term of total capital.  
Firstly, we will examine the overall relationship between the profitability and capital structure for 
all the PHEI. The second step is dividing the PHEI into 4 categories and examining the 
relationship by the following categories, namely private universities (Category 1), university 
college PHEI (Category 2), 3+0 colleges (Category 3) and other PHEI (Category 4). Finally, we 




Category 1 – Private Universities and Foreign Branch Campuses 
 
Private universities in Malaysia are owned by strong companies. Following the liberalisation of 
higher education in 1996, major corporations were invited by the Ministry of Education to set up 
private universities. The Malaysian government also invited reputable foreign universities to set 
up branch campuses in this country. Currently there are 5 branch campuses in Malaysia. All PHEI 
in this category can grant degrees. 
 
Category 2 – University Colleges 
 
University colleges are PHEI awarded the right to confer their own degrees but to a certain extent 
quite narrowly focused as compared to private universities. All of them share the humble 
beginning of offering twinning programmes in the past. They are actually reputable PHEI being 
upgraded to university colleges. Ideally these PHEI are supposed to offer their own degrees but 
currently they are still allowed to offer twinning or 3+0 programmes. 
 
Category 3 – 3+0 PHEI 
 
Economic downturn in 1997 further hastened the liberation of higher education. Following this, 
selected colleges were granted approval to conduct 3+0 programmes in collaboration with foreign 
universities. This mode of delivery has become popular and is instrumental in attracting many 
foreign students to study in Malaysia. 
 
Category 4 – Other PHEI 
 
Other PHEI refer to institutions offering professional courses (or degree equivalent), short-term 
courses leading up to higher diplomas. Sometimes there is a thin line separating these PHEI and 
training centres. 
 
RESULTS AND DISCUSSION 
 
Discussions on the results focus on several indicators for both capital structure components as 
well as profitability components. In order to analyse capital structure and profitability, we decided 
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to utilise financial ratios related to debt, equity, profitability such as debt ratio, liquidity ratio, net 
ROE and ROA.  
 
DESCRIPTIVE STATISTICS   
 
Table 1. Descriptive Statistics Based on Overall 122 Cases 
 
Overall Between Catagories Variable 
Mean SD Min Max Category 1 Category 2 Category 3 Category 4 
Debt Ratio 0.7508 0.55 0.01 3.32 0.96 0.69 0.89 0.58 
Liquidity Ratio 3.04 8.99 0.06 70.43 1.09 0.86 1.18 6.84 
Net ROE 0.419 2.09 -5.00 21.19 0.46 0.29 0.73 0.23 




Table 1 presents the descriptive statistics based on an analysis of a total of 122 cases. The 
findings revealed that on the whole, the debt ratio which measures the extent to which borrowed 
funds have been used to finance the PHEI assets was relatively high at 0.7508.  
 
Category 1 recorded the highest debt ratio (0.96), followed by Category 3 (0.89), Category 2 




Liquidity ratio however was high at a mean score of 3.04, reflecting the ability of PHEI ability to 
pay their short term liabilities from short term assets. However the liquidity ratio was highly 
dispersed among different PHEI as indicated by a large standard deviation. Category 4 had the 
highest liquidity ratio of 6.84, followed by Category 3 (1.18) and Category 1 (1.09). Liquidity 
ratio of Category 2 was 0.86. 
 
 
Net Return on Equity 
 
Net Return on Equity (ROE) measures the rate of return on the book value of shareholders’ total 
investment in the company. Overall the ROE was good at 41.9%. Category 3 topped the list with 
ROE of 73%. Category 1 recorded the second highest ROE (46%). However ROE ratio was 
relatively low for Categories 2 and 4 at 29% and 23% respectively. 
 
Net Return on Assets (ROA) 
 
On the other hand, Net Return on Assets (ROA) measures the rate of return on the total assets 
utilised in the company, a measure of management’s efficiency. ROE also shows the return on all 
assets under its control regardless of source of funding. ROA was quite low at 4.14%. Categories 
2 and 3 achieved the highest ROA at 7%. It is interesting to note that these two categories shared 
very similar characteristics. In fact there is one important overlapping criterion, which is the 
offering of 3+0 programmes by both categories. Although university colleges have the right to 
offer their own degree programmes, many were only upgraded recently and are still offering 
franchised programmes and have not really developed or offered their programmes yet. Category 
4, however recorded ROA of only 3%. The average ROA for Category 1 was -2% due to losses 
incurred by most private universities over the years. 
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MULTIPLE REGRESSION ANALYSIS 
 
Multiple Regression Analysis was used to analyse the relationship between the various 
components of capital structure, assets and profitability. 
 






LTLOA TLOA WCOA CAOA F ADJ.R2 
All Cases 















- - 0.316*** - 42.076*** 0.612 




Table 2 shows the OLS results. In all cases, at 99% confidence level, there was an inverse 
relationship between Total Liability/Assets (TLOA) and Return on Assets (ROA). This means 
that if the TLOA increases by 1%, ROA decreases by 11.2%.  
 
At 95% confidence level however, there was a positive relationship between Current 
Assets/Assets and Return on Assets. This means that if CAOA increases by 1%, ROA increases 
by 11.7%. 
 
At Categorical Level 
 
Significant relationships between the various components of capital structure were only found in 
Categories 1 and 3. At Category 1 level, at 95% confidence level, if was found that there was an 
inverse relationship between Long Term Liability/Assets and ROA. If LTLOA increases by 1%, 
ROA decreases by 22.5%. Private universities are known to be very serious about their 
investment in infrastructure. Providing quality education which is the hallmark of private 
universities also includes high investment in campus infrastructure such as library, campus 
facilities etc. This will inevitably put pressure on the need to get long term loan to finance these 
efforts. There is a dilemma of focusing on profit and in the same time quality higher education. 
 
As for Category 3, at 99% confidence level, it was found that there was a positive relationship 




This study provides first hand information on the various components of capital structures and 
profitability of PHEI. Proper clustering of PHEI can help us understand more about their unique 
characteristics such as behaviour, target market, programme offerings, strategies used etc. 
Findings showed that these clusters performed differently and there was a similarity between 
Categories 2 and 3 due to the fact that all members of Category 2 were actually former Category 
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3 members that were upgraded to university colleges. At present Category 2 members are still 
offering twinning and 3+0 programmes. However in future they have to offer their own 
programmes and to cease 3+0 programmes. Categories 2 and 3 were found to be performing 
exceptionally well as compared to Categories 1 and 4. The results from an enlarged sample size 
were still in tandem with studies undertaken earlier based on smaller sample sizes. 
 
Contrary to popular belief that the relationships between components of capital structures and 
profitability of PHEI are the same across different clusters, our findings reveals that significant 
relationships only found in Categories 1 and 3. Major limitations of this study are: a) this study 
depends on the availability of financial data; b) our approach is to seek evidence based on the 
quantitative aspects rather than qualitative aspects; c) the methods or reporting employed by 
PHEI varies, thus hampering attempts to extract relevant information for in-depth analysis; d) 
different PHEI are experiencing different stages of development and this can have bearings on the 
capital structures as new organisations are incurring higher setup cost and other costs and e) PHEI 
owned by stronger parent companies will surely have greater flexibility to balance their capital 
structures. Higher education has multi-stakeholders and information must be made available to all 
parties to be able to make informed decisions. 
 
The understanding of capital structure and its impact on the profitability of PHEI is crucial 
particularly its relevance in the different clusters of PHEI. Although it has always been the aim of 
PHEI to achieve optimal combination of capital, one important question remains unanswered; do 
these PHEI have a choice? Private universities are backed up by established and big 
organisations, thus they will have better option to raise capital and debt. Unfortunately for normal 
PHEI, they may not have the flexibility to determine the best combination of debt or capital. It is 
time that PHEI reassess their current positions, where they want to be and be aware of the 
different major challenges faced by the different clusters of PHEI. As PHEI are dependent on 
student fees, they have to perform well financially to ensure sustainable quality higher education 
delivery. Everybody must admit that the Malaysian private higher education is transforming, 
playing momentous roles and facing major challenges just to take part in nation building. Their 
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